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Factors Affecting US. Merchandise Exports

AMDNG the various transactions af-
Teotinge the balance of international pay-
ments, merchendise exports are the
largeat in dollar value and their move-
ment therefors Is of great importance.
In eddition to the influence in the hal-
ance of payments export demand is alse
amajor factor infuencing domestic pro-
duction. Unlike imports, which are
¢losely related to domestic business se-
tivity, exports are dependent much

more beavily on developments outsids

the domestic economy. The influence
~of gxports both on the balance of pay-
ments sad on domestic business notivity
ia all the more prononnced because ex-
potts are characteristieslly wolatile.
For axample, in recent years they
moved from a high (axeluding military
grant &id) of $1¢.5 billion in 1957 to a
low of $16.4 billion in 195% and 1953,
snd back to §21.7 billion (annual rate}
in the middlaof 1882, Inreeent months
anothar decline has get in.

Various steps have recently been
taken to improve the balance of pay-
ments by stimulating exporiz. The
effect of thees programs may have been
reinforeed by the riss in prices and wage
oosts in other industrialized countries
relative 10 our own prices, thus tending
to improve our competitive position in
international markats. Potentially off-
setting these export-indncing develop-
ments was, however, the growing inte-
gration of the Common Matket coun-
tries, creating greater incentives for
trade among themsalves and raising the
competitive handicaps for outsiders.
The Commeon Market aren includes the
six BEC couniries, sssociatc membors
of the EEC, and dependent overseas
territories.

Other dw&lopmunﬁ ‘affecting our.

fereipn trade are Government grants
and capital sutflows to other countrias,
0

and for a large share of such grants and
Yonas, & shift from internatonally com-
petitive procurement of the goods
supplied te the recipient couvnbries to
procuremant in  this country. Also
important are direct [oreizn invesi-
ments and other private cepital out-
flows which may astimulate exporta
while the ¢apitel iz transferred, but, in
somme instances, may coniribute to the
construction sbroad of produetive fueili-
tiss whith compete with owr domesti-
cally produced goods,

It ig of intereat, of couras, to sepatata
ag far as possible the eifects of these
different factors on export movements,
and to meastirs the speed and intensity
with which their effecte sre transmitted.
From one standpaint this has previousty
been done by breaking down exports by
commodity groups and by couniries of
deatination, and examining changes in
ench of these pellz qver zeolocted time
periods, This mathod has been used
in the articles on merchandisa trade in
the December izsues of tha Survey of
Current Business in 1962 and in earlier
years,

In this article & more general and
integrated approsch is applied in an
eifort to show what the eoffects of
variogs factors were, on the bosiz of
recont past axperientes, and o indicate
how much of the changee are explained
by the gelectad factors, and to consider
whether new forces may have diverted
exporta from the pattern which could
bare been sxpested as a consequence of
the ¢conomic forces which bhave been
examined.

The major factor which bhas besn
examined with respect to its influence
on U8B, oxportz i foreign business
activity. Just 8s in the United States
imports are largely (but net entiraly)
influenced by the demand originating in
the domestic economy, demand oxigi-

pabing in foreign couniries is the pre.
dominant factor, 10 3 greater or lessey
axtent, in explaining their demaod for
U.58 goods. Demand slone is not the
only determinant, bowever ; availability
of foreign exchsoge s aoother. For
some countries which have sufficient
foreign exchange income, or mdequats
reserves of gold and foreign currencies
to be used to stabilize thelr impoxta if
necessary, demand is the decizive factor,
This situation applies geperally duripg
recent yewrs in the mora advanced
industrial countries of Western Europe
and in Japan.

The availability of foreign exchange
resources i o more decksive factor for
the generally less developed countries,
The latter veceive their forsign exchange
from sales to, and sapital inflows from,
the more developed countries, i,
Europe, the United Stetes, and Japan;
and their fmports, therefors, are to a
large extent a function of demwend in

- these advanced countries and of papital

imports frotn them. This influenca i
not merely transmitted through changes
in foreign axchange availabilities of the
lesz  developed countries! Business
conditionz in the latter eountries, and
hence their demand itsslf, iz also haged
on incomes sarned in industries export-
ing raw and samimanifactiured goods to
the more industrialized couniries.

Basie footors qffecting exports

As s working hypothesis for the
statistical nnalysis it has bean assumed,
therelora, that the major factors affect-
ing totel world demand for our exports
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are ‘business . activity in the advanesd
industrinlized ecountrias, snd capital
flows from the United States to Canadn
and to the underdeveloped couniries,
The foreign couniries, -consequently,

hnve been dividad into two principal -

groups: tha industrially advanced coun-
tries, comprising Western Europe and
Japan, end tha other countries relying
fer their foreign exchange raceipts, and
to & large extent also for their domestic
incomes, om exports of crude snd semi-
finished products. A separate comsid-
sration was given o Canoeds, however,
hecause of the large share of sur exports
going there. At the same time, its
reletively stronger foreign exchange po-
sition and greater industrial develop-
ment make possible somne independence
i its economie activily, although busi-
nesa conditions m Conada have been
strongly influenced by those in this
counkry,

Not all of oor exports are closely
reiated to business activity in indus-
trially advanced countriss. A large
part consists of foodstuils and tobacco,
which are more affected by other con-
ditionz, including agriculturnl policies
in the United States and abroad. The
Jarge fluctuations in the exporis of
eottorn hava often yeflacted shiftz in
US. support and marketing -polizias.
Far these ressons, and alse because n
large part nre finanged by various for-
cign aid programs, exports of agricnl-
toral goods were ot included in tha
analysis. Also omiited from considar-
ation were exports of civilian airerafs,
which ara concentreted in relatively
short periods, and unmeunal femporsry
exports of petrolenm and products
during the Sues crisiz at the end of
1956 and the first half of 1957,

The procedure followed is to obinin
relationships between 11.5. exports for
each of the three areas—Weatern
Hurope and Jzpan, Ornada, aond the
rest of the world (eesentially the undar.
developad countries but comprising
ilzo such advancad bub mainly raw
material .and foodstulle exporting coun-
trigs as Australin and South Africa)—
and the factexrs indicated above as
strategic in explaining owr exporia.
Since certain of the causad factors, mach
as ¢apital flows and industrial flnctua-
tions, may have strong effects within
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relotively short periods of time, the
snolysizs is besed on quarterly maries,
sdjusted for sessomal and certain ir-
regular movements such as occurred
doring the Suez crisiz in 1956-57.

Because some variables (such as
industrial production in the Tnited
Sintes, Cannda, and other industrialized
countries, and exports to Western
Europe and Japan) exhibit strong ap-
ward treods, 3 iz desirable to aliminate
from the actual date the “‘growth”
element. Since it is not clear that the
growth tendancy cen be deterrmined for
periods of less than a decade, the trends
are compnted on the basia of & longer
period. The @rend in exports to in-
dustrind countries = estimated from
pealea and trovghs over the past 10
years. The deviations of actusl ax-
ports from this trend during the 24
quarters preceding the third goarter of
1982 are then examined ¥o dslermine
whether & close correlation exists be-
tween axports to thesa avans and output
nbroad, eapital flows and othar eco-
nomic changes.
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Price relgiionsfips and other jn-
ences .

Tor aach of the threa arens, attempta
were made to teat the possible effects
of price relationships between the
Tinited Siates and other industrislized
countries, bui theee ralationships do net
appear to add to the explanations of the
movements n exports. Sioca 1956,
the prices of finishad manufactares n
Western Europe and Japan have been
relatively fHexible. In the United
States, on the other hand, price levels
Tose undil 1958 and remained relstively
stable sinea than, As o vesult, the
relative pries changes wers more or lesst
sirpiler in direction to the changes in the
prodection: of the other advenced
countries sround the averape rate of
growth, Henece tha relative price effect
on exports cannot readily be distin-
gwizhed {rom that of indusicial produc
don, :

In addition to prices, sncther element
of the competitive posidon of TILE.
goods is the degrae to which American

INDUSTRIAL PRODUCTION OF WESTERN EUROPE AND JAPAN*
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business firms nra shle o 'desizn, mar-
ket and find financing for export saiss.
As previously noted, such activities
_hnva recently received grester atien-
tion, strongly supported and promoted
by the progrmms of wvarious TU.S.
‘Goversment agencies. As iz the case
with respact to prices, it has not besn
possibla so far to quantify the effects of
‘thess programm on exports, or to isolate
“thejr effects from those of the other
“factors analyzed.

© Another [mctor, which may be hn-
.portent but which eould aot be tested
‘bacause of Ingk of apmropriate data, was
_the effects of Government aid programs,
oiber than Export-Import Bank loans.
These programs afect US. exports to
‘the extent that they directly finance
‘.8, exports, and they may also affect
‘then if assistance i3 provided in the
‘forzn of dollar tramsfera which the
‘gountries ore Iree to spend, In more
recent peniods, exports under these
-nssiatancs progruns bave become mora
prevalent, and mey oxplain why ex-
porte to these couniries tendad to
excesd the estimates ealeulated on tha
basis of relationships developed for tha
period 1056 to the middle of 1962,

Major findings

1. Monagricultural exports to the
industrialized countzies (Weatern
Europe and Jopon) have been largely
explotned by industriel produetion in
these eountries. Deviations from the
average rate of growth in indusirinl
produetion corresponded closely to de-
vintions of exports from the frend.
The impect of indbstriad fluctustions
sbroad on exports was falt most strongly
during the same guartar, but a lag of
about one quarter can be observed
around tarning points.

2. Of our exports to Cannda, nbout
80 persent were relatively constant,
rofloeting the stability of Cansdian
enrnings fromt the exports of products
the demund for which i relatively
unaffeated by eyelieal business develop-
ments. Of the portion which i3 subject
to cydlienl fuctustions, the following
factors appeared to explsin the move-
ments: {o) industeial production in the
United States, (b) the cutfow of TS,
capital in the form of direch invest-
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menis, and (¢} the changes in industrial
produciion in Canade itsalf to the
exteri thai they are not caused by (a)
and (k.

3. The major influences on 5.
exports t0 ull other countries are similar
to thoss explaining Canadian demand.
Production in  other indostriakized
gountries, however, rather than produc-
tien in the United States has seemed
to dominate the eyclical movements in
their  foreign exchange sarnings.
Capital outflows from the United
States, including Export-Impert Bank
lozns, ware fonnd to be anether major
factor accounting for changes in TS,
-axports to the underdeveloped countries.
The effact of thesa factors was feli most
strengly afier a log of one quarter.

The current sitvation

Events during the couras of 1962
tended to follow the pattern supgested
by the preceding mpalysis. The eom-
bined industrial produetion index of
Western Europe and Japan crossed
below its growth trend during the fourth
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guarter, Tegistering & gain during the
year of less than its long-run average,
Thiz brought to sz end the cyelieg]

upewing in predustion which began in

1858, during which e¢xports to tha
mdusmnhm:l countries wers alsoe ad.
vancitng at exceptionally high rates.

" Although export data are not yetavail
able for the entire year,-éexports during
tha third and fourth quartere of 1562
exhibited irreguler movemente due to

-the dock strika on the U5, Atlankie and
-Gl eoasta earky in Oetober and ngain

at the and of December. Shipments
immediately hefore the atrike, in Sep-
teenber, were exceptionally high; they
fell off sharply in October, but rose
arain in November. The change in
exports siace the middle of the year may
be estimated by means of the July-
Novemnber average, seasonally adjusted,
rather than by using quarterly data.
On the basis of this eatimate, nonagri-
valbural exports to Weatern Entope ansl
Japan remaiped about the zame be
fween the zecond and thied quazters,
while estimates based on past relation-
ships with industrial production would
have indicated o decline Ly about H104
million, As indicated below, howerer,
U8 exports seein to lag duving the
antly periods of a change in the ayclienl
movement of production it these coun-
tries.

Direct ibvestrnent outfews to Con-
ada and the underdeveloped countries
nlso fell in 1062, Exporits to Canada,
altbough presumably sustained by che
continuing elimb in production in this
country ond in Canasda itself, never-
thaless fell slightly, sanconally adjusted,
although the relation between exports
and dirvect investinent, U5, produstion
and Cnnadinn production indicated no
decline. Conadian import restrictions
imposed last surnmer probably ne-
counted for much of thiz discrepsanay.
A shortfall of nctuak exports relative to
the calenlated smount oceurred also
during the previous peak in 135960,
however.

Exports to all other countries rose
by $28 million, which is a greater rise
than would ke expected op the basis of
the factors which aceount for exporis
to this ares. Much of that cap he
traced to exports under aid programs,
pariicularly to Indie and Pakistan. -
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Exporta to truduserial coundries
Eeonomic activity in thesa countrics
is the msjor factor in determining the
wolumne of T1L3. exporis to them. (See
chart on page 22 Since 1953, indns-
trial production In ‘Western Ewrope nnd
Japan bes flactuated wound so average
intrease of § percent annnally, snd davi-
ations from this growth trend have
variad between a high of 4 percent over
it. in the. fourth quarter of 1961 and 2
low of 8 percent undsr it in the third
guarter of 1958. The secular trend in
ow expirtz may be associated with
this Jong-ferm growth rate. In 1962
prices, the longrun upward trend in
exports is $233 million aunually. The
growth in exporte greotly exceeded this
fizure when industrial preduction
sbroad was advancing more rapidly
than the average, and fell shert or de-
clined when production abroad
advanced slower than the average rate.
A systematic relation batwean indus-
trial Huvctustions in Wastern Farops
agnd Japan and sxports to thess coun-
tries haz besn avident to a grester
axtent simee 1956 then prior to that
yvesr. In the sarly postwar period ex-
poris ware strongly influenced by direct
controls on imports in several countries
and other economie and finsoeisl dis-
turbances affecting their foreipn ex-
change position, and by U.5. Govean-
ment aid rather than by demand itself.
In: the first half of the 1850's, as pro-
duction in Evrope and Japan axpanded,
it met n larger port of the demestic
demand, sod by increasine axports, slso
provided larger [oveign exchange enyn-
ings, Restrigtions on imporis could
gradoally be relaxed, thersfors, end
foreign demond iisell cmerged os the
declsive factor determining imports.
Theemergence of thisrelation in 1955-56
marks the close of the postwar sra—the
point ot which productive capacity
abroed was ndequate to supply domes-
tie and foreign requirements for goods
except during pariods of very intense
dempnd pressure. Ales, the grest re-
serva copacity of industry in the United
States and slow prowth in demestic
.8, demind made it possible for foreign
demoand to be reflected rapidly in es-
panded exports to foreign countries.
Bines 1958, therofore, the relation
between annual rates of growth in pro-
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ductien of the other industrial countries
and changes in U.5. exports has beenr a
reletively stable one. The change
asaociated with a. I-percent acceleration

of the forsign growth rote is of the order

of 5170 to %200 million. When foreigo
produation is growing slznificantly more
rapidly than the average rate of 9 per-
cont annually, exports accelerate some-
what mores as production rises. In
other words, the chinge in exporis
nsgociated with a L-percent advahos in
the growth rate is eloser to $200 million
when production growth is highar than
the average and closer to $1%70 millien
when production growth s lower than
the averame. This modest shift in ehe
relation sugpesta that axporte have ex-
panded slightly more rapidly when
European and Japaneze plants have
pressed ngainst capaeity during business-
cyole peaks.

The compusition of our nonagrical-
tural axports to other industrialized
countriea largely explaine the grest in-
fluence of the rais of change in produc-
tion. Roughly 90 percent sre industrisl
materiale and fuels or capital goods,
while consumer poods exelnding food-
stuffe acconnt for only 6 percemt. Ti
conaumer goods were to axpand in the
future relative to the total, exporis
might becoma mors vesponsive as well
to the lavel of production and coneumer
incoms of these couniies.

It appems from thiz analysis that
sinee 1956 TILS. exports to the indos-
trialized countries ceased to expand
when industrial production in these
epuntries incrensed by less than ahous
7 pexcent anpually. Since other fantors
may assume greater importance in the
tutore, it should not be congluded that
this relntionship will necessarily hoid,
As growth in production dropped below
this fizure, exports tended for twe or
three quavters to Inll somewhat less
rapidly than implied by the ralstion,
although the lag disappears as the
trough is approached. Likawise, actual
exports seemed to bave lagged some-
what during tbe carly phases of the
upewing: in 1956 snd 1959, 1o the
latter year, the steel atrike n the United
Btites may also have contributed to the
more sluggish vise in U, exports. I
appears, however, that for the period
a2 8 whole, & simultanecus reletion
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" betwesn fuctuations in industrial pro-
Auction abroad snd changes in T3
exports is slightly better than one in
which axports are Jagped by one quarter.

Although, as noted aboves, price rela-
tionships did not appesr to hawve »
significant effect on U.S, exporis be-
canse of the eloge saseomation with
chonges in production, a new patéern
may be emerping. Prices of finished
manufaciures in Weatern Europe snd
Japar, expressed in terms of US. dol-
lars, ware flexible relative to our prices
aftar 1955. - While production abroad
rose rather steadily, the peuse in ato-
nomic expansion during 1955-59 was
enfficient to cavee prices to fall shurply
abroad while the TS, indax remnined
gtable. Theresfter, prices abroad rose
torether with the industrial production
trend. As the expansion accelerated,
the revalustion of the German deut-
sche mark and the Duich guilder in
1981 further contributed to tha pries
advance. The relation between T3,
and foreign prices, which had been
favorable to the other industrialized
countries during most of the period,
was restored to what it had beep in
1956. In 1962, ' economic growth
abroad proceeded ot n slower pace, but
prices continued their ypward frend
yhrough the third gquarter, If this
divergence should continue, its eflacts
on expoerts could become apparent in
1063,

Factors influen cing exporta to Conady

U.5. exports to Canada are affected
Ly industral production in this country
and in Capada, and by US. direct
investment capital flows to Canada,
(See chart on page 23.} There is, in
addition, » large share of the total
which has been comparatively stable.
Clanads’s foreign sxchange earmings
and her economio activity affect her
purchases in this country of goods and
gervices. Jn addition, Canndisn pro-
duction is itself o restlt of both extarnal
and domestic forces. Busziness condi-
tions in the Tinited States hava » two-
fold influcnes oo U.E. exports o
Cannda—both directly sihee our im-
ports of merchandize as well as services
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provide the mesns for Capeda to pay
for our exports and indirectly, as
fAlvctzations in 118, industrisl produc-
fion are quickiy tranamitted to Canada.
Direct investment capital fiows to that
coaniry alse nccount for some exports
directly, and indirectly greatly influ-
sote . the Canadian business cyole.
These flows also provide a major sowrco
of Canada's foreign exchange.
. The interaction of 1.8, and Cansdian
business cycles and U.S, investment in
Clanada, and their combined impact on
{anadian purchases of goods from the
United States, is urther conditioned by
snlient aspects of Canada’s hilateral
balanes of payments with the United
States. Transfers of interest and divi-
dends arising from previous capital
inflows, and travel expendifiires, repre-
sent growing components of Conada's
payments, and various services trans-
actions, as well as capital inflows in
other forms then through direct invast-
ments, confribnte to Canndion Teceipts.
During the 6 years from 1958 to 1981,
stabilizing movements of foveign ax-
chanee reservas have bean insignificant.
(or exporte to Cannda therefore closely
vafigatod foreipn exchange sarmings.
Neai chapnges in othor international
transiciions by Canads wers not large
encugh to disturb that relationship
The rapid expanzion in Caadian pro-
duction, which bezan in 1854 and topped
out in 1§56, wea accompanied by heavy
U.5. investinent in Cansdian resource
industries amd wes characterized by
very substantial incresses in Canada’a
imports of conatruction and ndustrial
wachinary. U.S. exports of metals
and manufactures, coal and petroleum
wern glso atimulated. As the fawor-
abls effect on Conadian husiness con-
ditions of the cepital ouiflow and of
econoniic axpansion in this country
began te¢ recede in 1957, 1.5, exports
dipped off and have since remained
relatively constant. A similar growth
in exports of investment goods and
fuels to Canada wis not repsated in
either of the two subsequent wpswings.
Noverthelese, ths ‘“‘auntonomous’
changes in Clanadian indunstrial produe-
tion fi.e, those independent of US,
production and TILE, investment in
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Capade) have not incressed in fmpaor-
tance relative to the other two factors
assumed to be predeminant in explain-
ing 11.5. exports to Caneds. It nppears
that esch was about equelly strong i
the entire period. U.5. industrial pro-
duction had a slhightly greater overall
effact thao the other two, HExports to
Cenada during the first_thres quarters
of 1062 did not fall far short of whei
would have been expacted on the hasis
of relntionships with thess factors over
the entire 1#56-62 period. The faet
that irregularly large ebhipments of mili-
tary equipment of almost 360 million
took place doring the first and second

MAIOR FACTORS AFFECTING LONG.TERM
CHANGES 1M .S, MONAGRICULTURAL
EXPORTS*

To Coundribs Diher Than Wastern Evrope,
Japan, aod Conodio
Biflion 1953 §
1.8

NOMAGR ICUL TURAL EXPORTS

14| "

T4 -

12} -

'.I.O ||||n|||||l|||1"||1I

IJ_II1FIIIll

hillian &

WL 5 FRIYATE CAPITAL FLOWS AND
‘EXPORT - INFORT BANK LOAMS

T -

INDUSTRIAL PRODUCTION IN WESTERN
| EURBPE A¥D JAPAH, PERCENT DEVIATION]
FRON TREND

n_\'\l\—/—-—‘.*

=10 'R PREE FEW FE TS MERY renl vl FET)
1736 57 38 59 &0 &1 42 A3
Guirierly. Seonolly Adjusied
* LoEn et
N3 Pepactwent of Camanercy, Biien o Petidtr Eoiveracs

€3-2.15



Februery 1008

quarters,. in' combination with the de-

effect on exports of s drop in
the Cansdian exchange rate and the
imposition of extraordinary Import

levies, do pot greatly alter the picture..

Tn the future, exports to Canada may
be depressed for o period whils the
monctary reserves in Canada ave in-
creesing. ‘The effects of the other fae-
tore analyzed in capsing fluctiiations io
Chnadian exporis, however, . are not
iikely to be altered unless very grest
changee ocenr in the demand Jor Can-
ada’s stapls exports.

One fenture of the ralahonshlp ba-
twoen Canadion foreipn axchange re-
ceipts end imports iz the apparent
constancy of the bulk of these receipts.
Conadinn exports of foodstuffs, paper,
wood pulp, uranium and petrolaum have
not waried grestly over the business
eyele. The fluetuntions explained by
the TIS. businass eycle may ba dus to
greater income-elasticity of demand for
such Chrpading export products ns
matals (sopper, lead, zine end jron orea},
lumber and wood products. Cyclical
changes in Europesn industrial pro-
duction do not appesr to have had a
significant effect on exports to Coanada.
Conndinn trade with Europe has been
too stable for 3t bo have caused signifi-

cant fuctuations in Canada’s capacity.

to impoxt.

Overall, there iy no avidence that
divergent movements in the prices of
firisked moanufectures in the Tnited
States and the other mdustrialized
countries affacted our exports to
Canade.

Exporta to countries except Weatern
Europe and
Our exports to the other countries,
whoso axporis consist mainly of food-
gtuffz and industrial row materials, hava

in recent yenrs bhesn roughly the sama.

in dollar volowie as those to Woestarn
Europa and Japan. A number of im-
portant characteristics distingmish the
behavior of exports to ihese couvntries,
howevar. First, although exportz to
these- countries have increased since
1953, the total to this group of coun-
triez gshibits no definite trend. Ex-
portg to the Near Hast, Avztyalia and

SURVEY OF CURRENT BUSINESS

Oceanis rose with same degree of regu-
larity, and exports to Afriva and the Far
Ensi fluctuated to. a someswhat preater
axtent. Those to Latio Americs, on the
gther hand, leveled off in 1957 and have
since fallen by nearly 30 percent, This
decline is clearly involuntary, and is
aitzibuiable to the very great drop in
the | eopacity of the Latin American
conniries o finanes hipher imports.
The imperts of the underdeveloped
eountries, oven more than those of
Canada, depended upon their foreign
sxchangs receipts. ‘Iypically, ihese
eountries send foodstuffs and industrial

raw mafterials to indpatrialized esun--

tries in exchange for manulactured
goods. Purchases by the United Siates

represent. ronghly one-fourth of ther

export earmings. ‘This fact was of
great importanca during the postwar
period becsvse some of the proessds from

exports to countries with inconvertible.

currencies coufd not De spent in the
United States.. Mora racently, the dis-
tinction between cwiTendies saurned by
the foodstuifs and raw material export-
ing couniries has been of lesser impors
taoce since bhe currencies of all indus-
trislized countries could be converted
into dollars. '

Ancothér major diffevence is that the
large trade deficit of thess counlries
with the United States is covered only
in part by sales to industrialized coun-
nes or by private cepital flows from the
United States and KEurope. These
countries, in the aggregate, depend on
larges amounts of Government loans and
grapntzs for the mamtenanece of imports.

The demand for the sxports of these
countries consists of two parts, which
may be distinguished by their degree of
semgitivity to cyelical fiuetuations in
demand. A very substantisl portion of
the toial is. not subjoct {0 major flwe-
furtions; it includes foodstuffs such es
eofise, tag, eocos, supar, 2picss, banonag,
meat and dairy products, 18 well as cex-
tgin minerals, in particular gold and
tropical woods. 'The demand for patro-
leum s alzo somewhat insensitive to
the business cycla in indusirial coun-
tries, although this is t0 some extens &
consequence of quuentitative impoct
restrictions and bilateral purchosing
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arrangemenis which restrain the free’
play of economic forges. " On the other
hand, the prices and cutput of & oum-
ber of other expoxta—in pacticuler
indusizial raw materials—show largs
fluctuations. 'The impact of the
changes in demzad con producer ¢coun-
iries iz zccentunted by the high degree
of concentration of virtually overy
underdsvslopsd couniry on alew export
staples. In . Lotin America, for ex-
ample, all countiies except four raceive
more than helf of their export recmpts
from a single product.

The structurs of the underdeveloped
economies and of the markets in which.
their ¢xporis are sold is reflactad in the
beharior of their importa, Imports of
corgumer goods are purtailed by quan-
tithtive regtrictions, imposad largasly for
balance-of-paymente reasops, and in-
vestment goods sre admitted more
freely, The fluciuations in exporta fo
these countries are ralated to the devis-
tions of productisn in induwslriz] eouns
triss from the average rate of growth,
Some explanation of the behavior of
these exports can alzo be obtained from
the capital cutflow from the United
States, ineluding private direct invest-
ments, short-term and long-term loans
provided by hoth private banks and the
Export-Impoct: Bank.

Exports to these countries were nob
gignificantly affected by changes in in-
dustrial production in ihe Tnitad
States, or by an index of import prices
of primary products.t The tis betwesn
the underdeveloped countries and Wast-
ern Evrops and Japan iz, however, suf-
ficiently clese for a statistically sagoifi-
cant yelation to be obtained between
US. exporte to the underdevelopad
countries and devistions from the aver-
agoe rate of growth In Western Europe
and Japan. It was found that UF.S. ex-
ports are most ciosaly relautad to indus-
trial production in the other aress nnd
eapital oniflows from the {Tnitad States,
if exporte wre lagmed behind these other
geriee by one gQuarter. (Sea chart on

page 24.)

L ‘The infloence of nelees i peioary prodwets moy be zab.
umed undor eapitnd etflovra, sincg capliod evniBows irom the
Uniped BumunmhrﬁevﬂEMMMHmmm-rcdln
b Lo rett Ty prleed of pritiney oroduces,



26.

Additional research iz yecpured with
respoct to the influence of Government
mid programs and speciel sales of sur-
plus  sgricultion!  products.  Appro-
priaste quantitative data are not eur.
rently aveilable for testing the degree
to which such programs sffect exports
of nonagricultural goodz. The rols of
such programs in 4 changing world
may vary, depending upon the phase
of the business cyele in which grants
are mede, the degree to which foreign
axchange saved through special agri-
cultural transections and dollar trans-
fers iz freely spent on dollar imports,
and otber factors. The effect of the
tying of aid programs to TS, exports
is a possibde explanation of the fuck
that exporte to underdeveloped areas

bave recently tended o exceed the

estimates caleulated on the basis of
production in Wastern Furope and
Japan and capital outflows from the
United States. '

Technical Note

The relation ships bedween 178, exports
and verious economic deta, upon which
this wriicle is based, were derived by
means of multiple regression analysis
of adjusted quarterly time series frém
1956 through the secomd quarier of
1062, They vesult frem suploratory
work on various balance of payments
transactions which is cwrently being
performed n the Balanee of Payments
Dhvigion, Office of Business Economices.

Exports to alt areas were ndjusted by
removing agrvienltural eommodities and
aireraft snd parts (Censuz cntepory
£825). The zeries were deflated by the
T3, price index for “Finished Goods—
Goods o Tzers,”’ which iz 4 component
of the wholesale price index prepered by
the Bureau of Labor Siatistics, ed-
justed to the base 1953=100. The
data were then sessonglly ndjvsted.

Bxtraordinary exports of petrolenm
during the period from the fourth
guarter of 1956 #hvongh the third
quavter of 1857 were elimunated by
passing a stroaight line through the
petrolsum export data and subsiituting
the values ou that line for the actual
data. The trend was caleulated from
the resultant series for Western Ewrope
aod Japan by fitting a center line
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Lalfway beiween two lines: one con-
hecting the peaks wnd the other eon-
nocting  the iroughs. ‘The irend
squation ia:
(1) . ¥ =508.54+14.68

with origin at the first quarter of 1953,
t=1 quarter.

Ratios of the adjusted export data to
the trend values were correlated with:

A, the ratio of & prics index of finizhed-

manfostores in Western Europe and
Japan to & comparshle index for the
United States; and A, percentage
deviations from the average growth in
indnetrial production of thess countries.
The firal facior did not add signifisantly
to the explanation of changes in the
volumea of expoerts. 'The final estimat-
ing equation for percentage deviations
from the export trend is:
(2} log Fio=2-+.01592 X,

B Adjusted for degreess of freedom=
012, Averaps absolute percent devia-
tion based on actusl and calculated
axport dete=4.0 percent,

The industrial proeduction index is
prepared from sensonally adjusted in-
dexes for Belgium, Netherlonds, France,
Germany, Italy, United Kingdom, and
Japan, weizhted by the average value of
1.8, exports to these countrias from
1953 to 1061, Itz trend equation fram
1952 throtpgh the second quarter of
1942 is:

(3} log ¥.=2.155864- 00473 X
origin at end of 1957,

The ohservation for the fourth gQuar-
ter of 1950 was omitited in calenlnting
the estimating aquation bhecsuse exs
porta dvring the period appesred to
h#ve been influenced by the ateal
strike in thig country. Various lags of
exports hahind the explanatoxy variables
ware introduced with no improvenient
in the fit of the sstimating equation, bt
& onc-gunrter lag seems o result in o
correlation alinost as pood as the one
used here.

Conada

Exports to Cenada were comvelated
with: X, percentage deviations [rom
e wverage growth in industrial pre-
duction in Western Europe and Japan,
weighted by the average wvalue of
Canada’s exports to these countries
from 1933 to 1961; X, the ratic of a
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price index -of fnished manufactures iy
Western Evrops snd Japan 0 % com-
perable index for the United States;
Aa, percentage deviations from the
averaga growth in production from
1952 through the -secomd quarier of
1962 in. the United Statez; X, TS,
private direct investment in Canada
smoothed by a 1-2-1 weighted three.
term moving sverage; X, the residuals
from an equation which reletea devia-
tions from trend from 1953 throuph the
second quarter of 1962 in industrial
production in Conada to itams X and
Ay Thiz oquation is:

14) Xy<percentage daviations
from trewd in Canadian production—
[—1.794.431 X +.021 X].

R Adjusted for degrees of freedom
=.57. The standard error of estimate
s 2.06 percent. The tread equation for
Canadian industrial production.  re-
ferred to i (4) is:

{4z) fog ¥,=2.07505 4+ 00195 X
ovigin end of third querter 1957.

The two factms X, and X, were not
significant. The final estimeting aqua-
tion is:

(5) You=T04.44-8.814X,+.798 X,

=+ 16.2489 X

£? Adjsted for deprees of freadom
=87. Averare mbeolute percent de-
viation based on actual and caleulated
export. date =3.4 percent.

Various lags were introduced with no
improvement of tha fit.

Countries other than Western
Europe, Japon, and Cangda

Exzports to other countries wera cor-
related with: X, percentage deviations
from the average growth in induestrial
produstion in the United States; X,
the vatio of a price index of finished
moanufactures in Western Europe and
Japan to 2 comparable index for the
United States; X;, an index of indus-
irial production of Westarn Europs and
Japon, weighted by the arerage value
of exports from these other countries to
Western Ewrope and Japan from 1953
to 1961; A, the sum of L5, private di-
rect investment outflow to these coun-
tries, and net Export-Import Benk and
private bank loans o these gountries
amoothed by a 1-2-1 weighted three-
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